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INCOME AND WAR FINANCE IN CANADA 
NATIONAL INCOME IN 1940 


The following estimate of Canada’s income for 1940 is based on 
the Bank of Nova Scotia’s figures of national income produced for 
1926 to 1939.1 They represent gross income produced (including 
depreciation) and were obtained from census data of the net pro- 
duction of goods by adding the value added in services and govern- 
ment’s pay-roll. The Bank’s corrections to these figures have not been 
taken into account, so that interest paid to foreigners remains 
included whereas no addition is made for rent on residential houses. 


1 Monthly Review of the B.N.S. September 1940. Also May 1937. 
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The 1940 estimate is obtained on the basis of a correlation of the 
deflated income! with the total employment of wage-earners (all 
employees including government officials) as given by the Dominion 
Bureau of Statistics. 

The regression equation obtained is 

yi 246x287; ; 

i.e. to an increase in employment by 100,000 corresponds an in- 
crease in gross income at 1930 prices of $246 m. The correlation 
coefficient is 0-95. Some of the bigger deviations seen on the scatter 
diagram (fig. 1) are due to variations in the outcome of crops: 
1927 and 1928 were very big wheat crops, 1937 was a very small one. 
The income which can be predicted from the correlation, therefore, 
needs correction by the chance factor of crop-outcome. 

For 1940 complete employment figures are available up to 
September. Assuming that employment was unchanged at the level 
of September until the end of the year (a conservative assumption) 
we get an average of 2,581,000 for 1940. On the basis of thisemploy- 
ment the above regression equation gives an income of $6060 m. 
at 1930 prices. 

As a check upon this estimate the national income was evaluated 
from a correlation of Income and Retail Sales (deflated with retail 
prices) which was calculated for the years 1930 to 1938 for which 
the data of the Retail Census are available (compare Table 3). The 
retail sales have been corrected by an estimate of the value of 
second hand cars sold. For 1939 and 1940 only a monthly index of 
retail sales is available, which is less reliable than census data. 
From this index it would appear that retail sales in the first three 
quarters of 1940 were 14:7% higher than in thé corresponding 
period of 1939. Applying this increase to the total retail sales and 
deflating with average retail prices in the first three quarters of 
1940 we get from the regression equation 

y = 2°42x — 1136 (r = 0-96) 
an income of $6160 m. at 1930 prices. The income estimated from 
Retail Sales is higher by $100 m. than the income estimated from 
employment; this may be due to the bumper crop of wheat. We 
may thus put the income for 1940 at $6100 m. (at 1930 prices) 
as a conservative estimate. 

! The deflation of 1930 prices was carried out according to C. Clark’s method 
(Appendix Table 1); after deducting the foreign balance from the gross income, 
the remaining ‘consumption + home investment’ was deflated with the Domin- 
ion Bureau of Statistics index of retail prices; Imports and Exports were deflated 
separately with the Dominion Bureau’s indices, and the foreign balance calcu- 
lated as the difference plus non-monetary gold exports at 1930 prices, net tourist 
trade deflated with retail prices, minus freight and miscellaneous items (from 
Canada’s Balance of International Payments 1926-36 (D.B.St.).); interest and divi- 
dend were not taken into account. The foreign balance at 1930 prices was then 
added to consumption + home investment at 1930 prices. This method of 


deflating national income gives the changes in real production by excluding the 
influence of the terms of trade. 
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By a process of revaluation we obtain from this the income in 


1940 at average prices of 1940; it is about $5200 m.! 
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With the figures of employment the D.B.St. gives also figures for 
the total of wage earners (employees) ; for 1939 it was on the average 
2,737,000, including some enlisted men. Whether this total of the 
labour force could be brought into employment depends on 
whether the measures taken to train unskilled workers prove to be 
adequate. The shortage of skilled labour is indicated by the fact 
that the trade unions, who seem to represent the more skilled part 
of the labour force, record only 4:4% unemployed in September. 


1 The foreign balance at 1930 prices was deducted from the income at 1930 
prices, and the remaining consumption and home investment revalued at 1940 
retail prices; the present value of the foreign balance added to this gives income 
at 1940 prices. The assumptions about foreign trade in 1940 are as follows: In 
the first three quarters imports were 49%, exports 35% above 1939 level. 
These percentages applied to the whole year give imports of $1119 m. and 
exports of $1260 m.; valued at 1930 prices (the terms of trade have turned 
very much against Canada as a result of the depreciation of the Canadian dollar) 
imports are $980 m. and exports $1355 m. The tourist balance was assumed to 
be unchanged at $165 m. at current or $195 m. at 1930 prices. Gold exports 
were assumed to be $200 m. at current or $102 m. at 1990 prices, freight and 
miscellaneous were assumed to be unchanged, at $82 m. 

The foreign balance in 1940 is thus $424 m. at current prices, or $590 m. at 
prices of 1930. Consumption and home investment in 1940 is therefore $5610 
lued at prices of 1940 it is $4800 m. The foreign balance of 
$424 m. at current prices added to this gives $5224 m. gross income at current 
prices in 1940. (The rate of exchange is at present £1 = 4°45 Can. $.) 


at 1930 prices; va 


40 BULLETIN AND DIARY 


If we assume that the measures taken to train workers will be 
sufficient we can estimate the upper limit of the national income on 
the basis of the available labour force. 

The labour force of 2°74 million available in 1939 (which in- 
cludes only few enlisted men and is therefore approximately 
correct) has, on the one hand, to be augmented by a considerable 
amount of disguised unemployment—i.e. a number of independent 
people who become wage-earners when labour market conditions 
improve; on the other hand it has to be reduced by the amount of 
men who are absorbed by the Forces. In the course of the first year 
of the war? the active service forces of the army were increased by 
160,000. The Air Force personnel increased by over 20,000 in the 
same time; the increase in active navy personnel can be neglected. 
For the Non-Permanent Active Militia on the average 30,000 were 
called up every month for one month’s training. This gives a total of 
210,000 men withdrawn in the course of the first year of the war. 

The withdrawals to be effected in the course of the year 1941 are 
estimated by the Government Interdepartmental Committee, 
according to press reports, at 117,000 men (80,000 army, 5,400 
navy, 32,000 air force). Further, it was announced that the govern- 
ment intended to increase the training period for the Non-Perma- 
ment Militia to 4 months, which would mean an additional with- 
drawal of g0,000 men. 

We may assume that the 210,000 withdrawn in the first. war-year 
have been (or will be) offset by a decrease in disguised unemploy- 
ment. That the total labour force can fluctuate so much within one 
year is shown by previous experience: from 1928 to 1929 an increase 
of 190,000 in the total number of wage earners took place. 

For the further withdrawals effected in the last months, and to be 
carried out in the present year, we may only to a small extent rely 
on a further decrease in disguised unemployment; it seems, how- 
ever, possible that the substitution of female for male labour may 
compensate the further withdrawals in the present year. Under this 
assumption the total labour force available for production will be 
the same as in 1939—i.e. about 2-7 million persons. The gross 
national income corresponding to a full employment of this labour 
force, according to our regression equation, is $6350 m. at 1930 
prices, 


THe MULTIPLIER 


To estimate the amount of saving that will be available out of 
this income an attempt was made to compute the multiplier. This 
was done by correlating the gross national income for the years 

? Compare The Annalist, October 17th, 1940. 

* The possibility is not excluded that the total labour force may increase 
further after a time (even apart from the annual increase corresponding to the 
trend value), but for the present year this consideration will not be relevant, 
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1930 to 1937 (deflated as above) with gross savings—i.e. the sum 
of Home Investment, Foreign Balance and Budget deficit. The 
calculation of these items is described in the Appendix. The 
deflation of gross Savings was carried out by an ‘index of output 
prices,’ obtained by dividing the national income at current prices 
by the national income at prices of 1930 (compare Table I). A lag 
of half a year between investment and income was assumed in the 
correlation. 
The regression equation obtained, 
J = O5IX — 1430 (r = 0°97) 

implies that about one-half of an increment in gross income was 
saved during the last decade. The multiplier was therefore approxi- 
mately 2. 


THE FINANCE OF THE WAR 


Some estimates have to be made to fill the gaps in the invest- 
ment figures of the last years, so that it can be seen whether they 
fit into the correlation. 


($ millions) 
1938 1939 ©6. 1940 I. 1940 II. 

Home Investment ee Sosleeuse hax 615 700 450 450 
Foreign Balance Bs mee see 427 470 212 212 
Dominion Budget deficit ss eas 40 105 60 270 
Prov. and Municip. Budget deficit... 50 50 — — 
— Duplication of Capital Exp. a 30 30 — = 

Total Investment ... 508 mas 1102 1295 722 932 
Deflated with output prices... EE 1290 1510 845 1090 
Inv. in last half of previous year 203 J 657 645. 755 
Inv. in first half of current year - (645 755 845 
Investment (lagged 6 months) an 1302 1400 1600 


The estimates of Investment in 1938 and 1939 fit well into the 
correlation (compare fig. 2). For the first half of 1940 the following 
assumptions have been made: Home investment was at a rate of 
$g00 m. per year (assuming that the reductions in highway building 
have been much more than counterbalanced by increased invest- 
ment in industries and in railway rolling stock, and increases in 
stocks on account of expectation of higher prices). The budgets of 
provinces and municipalities were assumed to be balanced. The 
dominion budget deficit was running at a rate of about $120 m. 
per year (corresponding to the deficit shown in the fiscal year 
1939-40). On the basis of these rough estimates we get for the first 
half of 1940 an investment of $845 m. at 1930 output prices; added 
to the investment in the second half of 1939 this gives $1600 m. 
This fits in very roughly with our regression equation and the 
estimated income for 1940 (the investment should be $1680 m. to 


fit it exactly). 
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Investment in the second half of 1940 must have increased 
strongly. The new budget voted in June set the lower limit of war 
expenditure at $700 m. a year; of this, about $400 m. should be 
raised by borrowing, the rest by new taxation and cuts in expen- 
diture. In July war expenditure was, at $40 m., still under the level 
corresponding to the annual rate of $700 m. For the following 
months the figures were: August $60 m., September $66 m., 
October $81 m. War expenditure at present is running at the rate 
of about $1,000 m. a year. The total war expenditure in the second 
half of 1940 may be estimated at about $420 m., that is $70 m. in 


TABLE V 
($ million) 1930 | 1931 | 1932 | 1933 | 1934 | 1935 | 1936 | 1937" 
Doininion Budget Deficit (Cal. ‘ 
Years) ws ec eects 2G: 06 145 138 120 148 84 21 
Provinces and Municipalities : 
Deficit on current account + 
Rejief Exp. on capital account 13 71 68 62 96 70 35 53 
Total Deficit... ae ae 41 167 213 200 216 218 119 74 
Home Inv. and Foreign Balance| 884 586 379 424 553 719 918 | 1079 
Twice counted Cap. Exp. a 57 40 27 23 25 28 24 | 29 


Gross Savings ..! eae ste 
AS », at 1930 Output 
Prices <2. ees a ee 944 

Gross Savings } yearearlier ..., 824 738 738 862 | 1045 | 1192 | 1276 


1In 1938 and 1939 the Dominion Budget Deficit was $40m. and $105m. respectively. 


excess of the minimum estimate in the budget; if we assume that the 
tax receipts conformed to the budget estimate (which is approxi-. 
mately correct) then this $70 m. increased the deficit; we may then 
assume that the budget deficit was $270 m. in the second half of 
1940. If home investment is assumed the same as in 1940l, then it 
can be seen from the above table that the total investment in the 
second half of 1940 was about $1090 m. (at 1930 prices) which 
corresponds to a rate of $2180 m. per year. This estimate is probably 
too low because no account is taken of the construction of munitions 
plants by the government, for which up to November $316 m. were 
allocated ; a.considerable amount of it must have been spent already 
in the second half of 1940. 

The rate of investment in the second half of 1940 was thus con- 
siderably higher than $2000 m. a year (at 1930 prices) and is 
strongly increasing this year. If we assume that full employment will 
be reached in the middle of 1941, national income would be at a 
rate of $6350 m., and saving therefore at a rate of $1810 m. per 
year.” The rate of saving will be lower than the rate of investment 
about half a year before. From this can be concluded that in the 
middle of this year full employment income will be reached and 


* This estimate is rather optimistic, because no account is taken of the 
nossibility that the new direct taxes may reduce the propensity to save. 
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investment will be lowered by running down of stocks to correspond 
with the rate of saving. For about the same time a tendency of 
prices torise is to be expected. Strict price control over a large field 
should be introduced now, otherwise it can be foreseen that the cost 
of living will go up strongly in the course of this year. Rationing of 
essential consumption goods, restriction and prohibition of luxuries 
will become necessary, and the plans for this could be prepared 
beforehand. The limitation of private (peace-time) investment by 
rationing and licensing should be carried through very rigorously 
as soon as possible. There is no doubt that the present rate of 
investment can not be financed by voluntary savings alone. 
J. STEINDL. 


APPENDIX 


Gross Home Investment was obtained as the sum of Construction, other fixed 
investment and changes in stocks. The gross value of construction performed 
was taken from the Census of Construction and Survey of Production; other 
fixed investment is the production plus imports minus exports of machinery, 
railway rolling stock, agricultural implements, buses and trucks. The total fixed 
investment is understated because only the major items could be included. 
Stocks in manufacturing industries were taken from the census of manufactures ; 
it was assumed that in years of decreasing prices the stocks were valued by the 
entrepreneurs at prices of December of the same year, whereas in years of 
increasing prices they were valued at prices of December of the preceding year. 
All stocks were deflated with the index of wholesale prices and the real changes 
at 1930 prices computed. These ‘real changes’ in stocks were then valued at the 
average prices of the respective years to make them comparable with the other 
investment figures. Stocks in retail and wholesale trade have not been taken 
into account. The stocks of wheat have been calculated at 1930 farm prices for 
the end of each crop year (1st August). It was assumed that the changes during 
a crop year take effect in the next calendar year, because a greater lag than in 
the cases of other investment is to be expected. Again, the real changes in stocks 
were valued at average farm prices for each year. 

The foreign balance was calculated as before. Interest and dividend payments 
were again excluded. 

The budget deficit for all governments (local and central) could be evaluated 
for 1930-37 only. For these years I used a table in the Rowell-Sirois Report, Book 
1, p. 163, which gives the combined deficits on current account of provinces and 
municipalities, and adds to this the relief expenditure of provinces and munici- 
palities whether on current account or not. To this sum I added the Dominion 
Budget deficit which was corrected for several items such as the writing down of 
assets, loans etc., which are not real expenditure. Adding this combined budget 
deficit to the home investment we have at the same time to deduct from the 
home investment the capital expenditure of the Dominion and the highway 
expenditure of the provinces on current account in order to avoid duplication 
(these expenditures are included in Construction). The highway expenditure of 
municipalities on current account could not be excluded. Highway expenditure 
of provinces and municipalities on capital account must not be deducted, because 
‘the capital account was not included in the budget deficit (except for relief). 
As regards the accounting periods the provincial budgets represent a muddle 
which could not be corrected; the sum was obtained by the Rowell-Sirois 
Commission by adding the fiscal years nearest to each calendar year. The 
dominion deficit however was calculated for calendar years by interpolation. 


1 In the first year of the war the cost of living index rose by 5% only; price 
fixing has been applied only in some cases, as with wheat, butter, and with rents. 
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In the previous issue of the BULLETIN! we showed the effects of 
recalculating the official cost of living index on the basis of weights 
obtained from the Ministry of Labour’s budget inquiry in 1937-8, 
for households of industrial, etc., workers. The results showed, for 
all items combined, only slightly greater increases in price than the 
official index. If we apply weights obtained from the budgets of 
agricultural workers, particulars of which have now been pub- 
lished,? the differences are even smaller. We compare, below, the 
figures in the official index with indices of the cost of living of 
agricultural workers obtained from the new weights. 


Ministry of Labour. New Budgets. 
Food All Items Food All Items 
Index for average of 4 months, 
1937-8(July 1914 = 100) ... 142-0 157°3 141-7 158: 
Index for November goth, 1940 : 4 
(Average 1937-8 = 100) ey MIZi-8 124°0 123°4 1253 


The calculation has been carried out on the same lines as the 
previous calculation for industrial workers. We have assumed, that 
is to say, that all food has increased in price in the same proportion 
as the items included in the Ministry of Labour’s index; and simi- 
larly for the other main groups. The rise in the cost of living of 
agricultural workers is slightly less than that of industrial workers 
because the former spend less, proportionately, on items such as 
milk and fish, the prices of which have risen more than the average. 

The expenditure on food has been adjusted, for this calculation, 
so as to include allotment produce and food provided by employers. 
(The exclusion of these items would make very little difference to 
the results.) We have also assumed, as before, that the average 
expenditure on clothing, etc., is more accurately given by the 
households which supplied regular weekly returns for the whole 
year. On this basis, the average expenditure of the agricultural 
households, on the five main groups of items, is as follows: 

Percentage of Total Expenditure 
Expenditure. (excluding Sundries) 


Agriculture Agricultural Industrial Cost of 
Households. Households. Households. Living Index. 


Sam G: 
Food ay 43s a er 20) 4G 66:5 57°3 56-7 
Rent ane aa ae cfs AO 10°7 18-2 17°0 
Clothing ce ee aos DA ped 11°8 13°77 16-7 
Fuel and Light am Fe ee be b@ are) 10°8 96 
Sundries eae nate Ser oe ws} a — — 
Total <a mee ee 50, &S 100-0 100-0 100-0 


~1Vol. 3, No. 2, page 31. 2 See Ministry of Labour Gazette, January 1941. 
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The proportions spent on the different groups are here compared 
with the corresponding proportions in the budgets of industrial 
households; and also with the weights used in the Cost of Living 
Index, adjusted for relative changes in price since 1914. 

; L. NICHOLSON. 


2. STANDARDS OF NUTRITION IN 1918 AND 1937-8 


The following note gives a brief comparison between the stan- 
dards of nutrition of industrial workers in 1918 and industrial and 
agricultural workers in 1937-8. It is based on the material provided 
by the Report of the Committee in 1918 under the chairmanship 
of Lord Sumner, and on the recent publications of the Ministry of 
Labour showing the expenditure of working class families in 1937-8. 
We have analysed separately the consumption of food by the fami- 
lies of industrial and of agricultural workers which supplied budgets 
for four weeks in 1937-8, and by the families of unskilled, semi- 
skilled, and skilled industrial workers, taken together, which sup- 
plied budgets in 1918. The nutritional values of the foods for which 
no quantities were given were, as far as possible, estimated on the 
basis of the expenditure on the respective types of food, and the 
remaining items were assumed to yield calories and proteins in 
proportion to the bulk of the outlay. We have used for our analyses 
of the budgets in 1937-8 and 1918 the same scales of ‘Man’ values 
and of nutritional values as for the inquiry into working class 
budgets in 1940 undertaken by the Institute. The ‘Man’ value 
of the average person of the industrial families in 1918, thus calcu- 
lated, is 0-77.1 For the industrial families in 1937-8 our ‘Man’ 
value is 0-82, and for the agricultural families it is 0-81. 


TABLE 1 
AVERAGE INTAKE OF CALORIES AND PROTEIN PER ‘MAN’ PER DAY.? 


Agricultural Industrial Industrial Institute Inquiry 
Workers Workers Workers October 1940 


1937-8 1937-8 1918 Upper Quartite 
: Group 
Calories ee ac 4000 3700 3600 2900 
Protein, total (oz). wa 3:8 38 (C- 3:3 3°4 
Animal protein as % of  - 
total protein ... aa 44 51 33 544 


The high average standard of nutrition of the agricultural 
workers in 1937-8, which is indicated by the data in Table 1, is 
due in part to the substantial amounts of foods obtained free from 
employers and raised on allotments. If these foods are excluded 
and only the foods bought by the agricultural families considered, the 
total amount of calories per ‘Man’ per day becomes 3,700, and the 

1 As compared with 0-815 in the Report. 

® Excluding calories and protein from fruit and vegetables, except potatoes. 
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total amount of protein 3-5 ounces. In the last column of Table 1 
we have repeated for the sake of comparison the data of calories and 
protein obtained from our analysis of working-class expenditure in 
October, 1940, for the group representing the upper quartile 
expenditure on food.1 We have chosen the. families of that group 
as being nearest in type to the average of the ‘industrial’ families in 
1937-8, which also include non-manual workers, if their annual 
income was not more than £250 a year, and which, moreover, 
include households consisting of only one or iwo members. The 
consumption per ‘Man’ of some of the main foods is given in the 
Table below. 
TABLE 2 
CONSUMPTION PER ‘MAN’ PER WEEK 


Agricul- Industrial Industrial Institute 


tural Inquiry, 
Unit 1937-8 1918 Upper 
1937-8 Quartile 
Fas Meat, butchers (75.11. 0z, ai} 24 15 
Tbe) 538) other d(incl: 32 
oftals)s Booka .s 641 8} 3h 
2. Baconandham ... ,, 7 7 93 44 
3. Eggs fae ooo HO: 3°6 4°7 QI 1°8 
Ae ORECSCHILN . se SE toz: 3 4 1} 2h 
5. Milk, total... cepts. 4 Aue 34) 41 
6. Butter sm, | OZ: 8h 9} 3 2h 
7. Margarine aos 4 33 33 44 
8. Other Fats Seas 4}} = 3} 24 
Sugar fe es; of 241 10 10 
I ; Bread oe Bade hs 33 70 98 66 
11. Flour sé3 sists ie Sg 334 22} 30 16 
12, .Cereals ..: Shani 113 4 43 
13. Potatoes ... eer as gI 79 { 72 
rast Tea: ot sae 3 34 at 
1 Approximately. 2 Including skimmed milk and butter-milk. 


Table 2 shows all foods actually consumed, whether bought, 
obtained free, or raised on allotments. For the agricultural budgets 
in 1937-8, foods which were not purchased are an important item. 
They include, per ‘Man’ per week, free, about 08 pints of milk, 
2} ounces of oats, and 39 ounces of potatoes, and, from allotments, 
18 ounces of potatoes and approximately one egg. 

It will be seen that in 1918 the industrial families consumed 
remarkably large quantities of bread, flour, and cereals, as com- 
pared with the consumption of these foods by industrial families in 
1937-8, and also in October 1940; this accounts for the relatively 
high calorific value of their food. 

In 1918 as well as in October 1940, sugar was rationed at 8 ozs. 
per person per week. The weekly ration of butter and margarine in 


1 BULLETIN Vol. 3, No. 2. 
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1918 varied from 5 ozs. to 4 ozs. Tea, as stated in the Report, was 
apparently rationed locally at from 1-5 ozs. to 2 ozs. per head per 
week. The maximum ration of meat was 8d. worth for a child under 
six years and 16d. worth for others. The restricted supply of meat 
was to some extent counterbalanced by an increased supply of 
bacon, consumption of which per ‘Man’ was more than twice its 
consumption in 1940. It was the relatively small consumption of 
meat and milk in 1918 which kept the average intake of animal 
protein at a level of only about one-third of the total intake of 
protein. This proportion of animal to vegetable protein 1s considered 
quite satisfactory by most nutritional experts, but in normal times 
it is unusual in countries with a relatively high standard of living. 
T. SGHULZ. 


FOOD POLICY 


Public opinion, through the press and other channels, seems 
recently to express general agreement that the present system of 
food rationing is unsatisfactory. The worsening of our food supplies 
has caused many other foods besides those whose distribution is 
controlled by official rationing to become of greatly enhanced 
importance. This is due partly to a decrease in the supplies of these 
‘foods themselves (e.g. eggs, cheese) and partly to the increased 
shortage of the important foods which are already rationed. (notably 
meat) which in itself raises the importance of unrationed foods in 
the effort to maintain an adequate diet. 

Where the scarce supplementary foods are neither adequately 
controlled in price nor officially rationed, the price-mechanism 
will ration the available supply so that those who can afford to 
pay the price will be served, the rest will go without. There will be 
no queues. This is exemplified in the case of poultry, and canned 
foods. Where price control is imposed at a level sufficiently low to 
cause excess demand to be important, the rationing will be casual 
but will never-the-less exist through the working of the ‘first-come, 
first-served’ principle. The criteria for receiving the ‘ration’ will be 
the ability to get early into the queue and the leisure or endurance 
to wait to be served. This last is the method of ‘rationing’ adopted 
for several very important foods, whose prices are controlled but 
whose distribution has been left free. Queues for eggs, cheese, 
oranges and other fruit, sweets, etc., are common sights. The 
Ministry has appealed to retailers to preserve a measure of social 
justice by selling, on a quota basis, only to customers registered for 
rationed foods. Retailers have observed this request to some extent— 
the general method is, for example, to allow so many eggs to a 
registered family—but many important retail outlets for these foods 
either do not have registered customers (e.g. greengrocers) or have 
only a negligible proportion of their total customers registered with 
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them for rationed goods (e.g. departmental stores).! Even where 
the retailers comply with the Ministry’s requests, the system operates 
unfairly for the large family or for persons with special needs. 
Further, there is widespread suspicion that the distribution even 
where nominally fair is strongly tempered with favouritism to the 
‘good’ customer. Taking into account these obvious and admitted 
social disadvantages, it would seem proper to suggest that it is time 
that the distribution of such goods as are at present unrationed, but 
which dietary knowledge or public opinion regards as important, 
should be regulated officially.? 

‘There is one difficulty which must be faced here. Up to now the 
Miiistry has rightly made it a point of honour that the rations which 
it lays down shall be available—hence its strenuous efforts to cope 
with recent difficulties of meat distribution. It might be impossible, 
for some of the foods at present unrationed, to announce a national 
ration which would be universally available. Further, the existing 
supplies would sometimes yield only a small ration per head which 
consumers might feel to be inadequate. Small though that ration 
might be, it seems better that it should be given officially and that a 
small average per head should not lead to some consumers getting 
supplies whilst others go without. There is no reason why the 
extension of official rationing should mean the determination of a 
ration for each of these supplementary commodities separately. 
Some rations might be alternatives on the same coupons. For 
example, cheese and eggs might be coupled. The rations might also 
be flexible (as the meat ration has been recently), varying in accord- 
ance with supplies. There shouid also be scope for local variation in 
accordance with local supplies. The Ministry might make it quite 
clear that its actions were dictated by considerations of equity and 
that it could not guarantee supplies of specified supplementary 
commodities. 

Even in this system, however, better provision must be made for 
those who need _ specific foods. Perhaps the most serious instances 
arise in connexion with infant feeding. During the early feeding 
period (e.g. up to eighteen months) both child and mother need 
special foods without which it is certain that they suffer. For infants 
there is no real substitute for egg-yolk or for orange juice. Such 
needs, should obviously rank as a priority call on supplies and might 
be met by special issues, available for al/ infants, on the lines of the 
present distribution of dried milk. 


i We should note that there are great differences in the supplies allocated to 
retailers even in one town. , Ro 358 
"2Tt is now announced that ‘a scheme to ensure a fairer distribution of un- 
rationed foods is being worked out by the Ministry of Food experts.’ Further 
details are not known, but press comment implies that cheese and eggs are the 
principal subjects of the experts’ attentions. While going to press further news- 
paper reports (v. Times 15 February and Manchester Guardian 18 February) 
state that schemes for general rationing of food expenditure are being considered 
but the statements are not quite consistent with one another. 
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The present food situation also calls for some control of food 
consumption as a whole, as distinct from the distribution of particu- 
lar foods.! The most disturbing feature of the present situation is the: 
unfair distribution of total food between income classes. The richer 
person can, and does, supplement his ration in many ways, quite 
apart from eating in restaurants. There are all sorts of luxury articles 
(e.g. chickens and particularly canned goods) which are available 
for the person with money to spare. Equity seems to rule that when 
so many are feeling the economic pinch of war and find it difficult 
to obtain adequate food (especially on army allowances) we should 
not base claims for subsistence upon money incomes. That many of 
these foods are too expensive for poorer people is beside the point 
in general scarcity. They are foods, and palatable foods at that. 
Those who can afford them should reduce their claim upon cheaper 
foods,? or they might be subsidized for the poorer classes. Canned 
foods especially would make an excellent reserve for distribution in 
worse times, and, if the diet of the poor is adequate, why should the 
better-off draw on them ? 

We therefore conclude that some general system of limitation of 
consumption of food should be adopted. The Ministry might adopt 
a system of rationing by points as is done in Germany, but we regard 
this as undesirable for the following reasons. 1. The point-value of 
different foods would have to vary with quality, and that would 
leave the retailer with too much room for discretion. 2. A catalogue 
of ‘points’ sufficiently detailed to meet this objection would be so 
bulky that it would not be used and would defeat its own object. 
3. The points system is not easy to understand in relation to the 
family budget. 

Justice would be done most manifestly with a system limiting the 
total amount per head which can be spent on food. Such a plan has 
been devised by Mr. Kalecki for all expenditure in shops (BULLETIN 
Vol. 3, No. 1) as a method of preventing inflation, but it has 
independent merit as a method of limiting food expenditure. It 
should be noted that this scheme makes provision to prevent the 
transfer of coupons. Within this framework, the present rationing 
of scarce essential foods should be continued. This general ration 


' Food policy must be based on a plan for feeding the population in the best 
possible manner with existing supplies. Some aspects of this problem were dis- 
cussed. by the present writer in an article in a previous number of the BULLETIN, 
Vol. 2, No. 4. Here we can do no more than refer, by way of example, to the 
article ‘New Policies for Agriculture,’ by Sir Daniel Hall, and ‘The Problem of 
Disappearing Foods. Need for a National dietetic Policy, by Professor V. H. 
Mottram (Manchester Guardian, July 11th, 1940 and February 1oth, 1941, 
respectively). Among the suggestions made by the latter writer we would par- 
ticularly endorse that for a more general use of synthetic vitamins in order to 
restore the nutritional balance of war-time foods. 

* This might be achieved by a suitable coupling of more expensive foods as 


alternatives of the same ration as their cheaper substitutes (e 
.g. poultry and 
butcher’s meat). as A Spon 
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would limit only the extent to which the richer classes can continue 
to benefit in the present scarcity. It may be objected that richer 
persons will then try to buy cheaper foods, depriving the poorer 
persons. But this has no real weight. If they do so, those commo- 
dities which they pre-empt at present will fall in price! and so will 
both attract the richer persons and be available for lower income 
groups. Such desired redistribution of expenditure would in any 
case be frustrated in the case of essential foods which were rationed: 
Apart from these essentials present distribution is markedly in favour 
of the rich, and general rationing, if effective could bring only a net 
gain. 


P. W. S. ANDREWs. 


NOTES ON FINANCE 
I. THE Excess Prorirs Tax AND EFFICIENCY 


In the recent discussion on the reduction of the Excess Profits 
Tax it has been overlooked, I think, that it is possible to extract. 
100% E.P.T. from an industry while leaving a certain excess over the 
standard profits to the more efficient firms. Imagine that E.P.T. 
levied in the present way is reduced to 70% and that the remaining 
30% is levied on all firms—both those which paid the 70% E.P.T. 
and those which did not (having profits below the standard)— 
proportionately to their profits after deduction of 70% E.P.T. It 
1s easy to see that then firms whose present profits increased more 
than on the average as compared with their standard profits will 
make certain gains over the ‘standard’ level. The following 
example will perhaps make the point clearer. 

In a certain industry the present level of aggregate profits is £128 
millions. Out of this firms with £8 millions profits are not subject 
to E.P.T. having present profits below the standard. The rest of the 
firms with present profits of £120 millions have aggregate standard 
profits of £80 millions. The ‘excess profits’ are thus £40 millions, 
the 70% E.P.T. £28 millions. The rest of the ‘excess profits’—i.e. 
£12 millions—is levied on total profits after the deduction of 70% 
E.P.T., which makes £128—28, = £100 millions. It follows that any 
firm pays apart from 70% E.P.T. 12% of the remaining profits. _ 

Now a firm with £10 millions ‘standard profits’ and £18 millions 
present profits would pay 70% of £8 millions, or £5°6 millions and 
12% of 18 — 5°6 = 12-4, or 1°5 millions. This makes together about 
£7 millions, and leaves the firm with the excess profit of £1 million. 

If the above device is applied any industry pays the 100% 
E.P.T., but nevertheless there remains for the individual firms an 


1 The problem of subsidizing luxury food-businesses might have to be con- 
sidered in so far as they were affected by a fall in price of stocks in hand or by 
a decline in turnover. 
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inducement to expand profits in a greater proportion as compared 
with the ‘standard’ than that which operates in the industry as a 
whole. 


2. ‘ SMALL SAVINGS’ 


‘Small savings’ amounted in 1940 to about: £160 millions in 
National Savings Certificates, £180 millions in 3% Defence Bonds, 
and £130 millions! in Savings Banks Deposits, making a total of 
£460 millions. In the year ending August 31, 1939, the savings in 
National Savings Certificates were nil, the 3% Defence Bonds did 
not yet exist, and the increase in Savings Banks Deposits was about 
£50 millions.! This tremendous rise in ‘small lending’ to the Govern- 
ment tends to be represented sometimes as being due to an increased 
propensity to save of small income earners. *On the other hand 
doubts have been expressed whether a great part of this over £400 
millions increase in ‘small lending’ is not a result of transfers of ‘old’ 
savings and diversion of ‘new’ ones from Banks’ and Building 
Societies’ Deposits to the types of investment in question. The 
data given in a recent article by Mr. Madge? may be used to support 
the latter view, although they still do not suffice to provide a 
definite proof. 

It follows from Table XI of the article mentioned that the per- 
centage of gross income saved by working-class families in Bristol 
(before bombing) fluctuates between 3°5 and 5, and the average is 
close to 4. Now ‘Bristol has a reputation of economic stability, 
because its industries are very mixed.’ For this reason it is quite 
likely to reflect the average state of prosperity in Great Britain, and, 
since there are no reasons to assume that its propensity to save 
should be exceptionally low or high, the above percentage may give 
an idea about the percentage saved by working-class families in the 
whole country. 

Now the aggregate wage- and small (under £250) salary-bill has 
been estimated? for the first half of 1940 at about £2,750 millions 
per annum. It was certainly higher in the second half of the year, 
but for the year as a whole it is still unlikely to exceed £3,000 
millions. Applying to this 4 per cent. we obtain only £120 millions 
of saving out of small incomes in 1940, and it must further be 
noticed that Mr. Madge includes in savings such items as clubs, 
insurance, and trade union contributions. Thus it appears that the 
increase in small savings over the pre-war level available for invest- 
ment in National Savings is unlikely to exceed greatly £50 millions 
—provided, of course, that the assumption that the Bristol per- 


1 Inclusive of interest accrued. 


* Charles Madge, ‘The Propensity to Save in Blackburn and Bristol,’ Economic 
Journal, December 1940. 


; 8M. Kalecki, ‘War Finance in the First Half of 1940,’ BULLETIN, Vol. 2, No. 
» Pp. 10. 
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centage of income saved is valid for the whole country, does not 
involve a very grave error. If the Bristol figure is reasonably 
representative, the above shows that the share of actual increase of 
‘small savings’ in the rise in National Savings is not very important. 
M. KALEcKI. | 


NOTES ON THE COTTON INDUSTRY 
1. THE FUTURE OF THE INDUSTRY 


Legislation for the reorganization of the Cotton Industry was due 
when the war broke out, but was in consequence shelved. Instead, 
the war-time Control of the industry was effected through Statutory 
Rules and Orders made by the Minister of Supply; in March 1940, 
however, a new Cotton Industry Bill was passed, embodying those 
points of the original Reorganization Act which would have been 
effective in war-time. The chief measure was the establishment of 
the Cotton Board, financed by a levy on raw cotton and represent- 
ing the main employers’ and workers’ interests in the industry, 
whose main functions were research, publicity and negotiations with 
persons outside the industry. 

In a recent speech Mr. Raymond Streat, chairman of the Cotton 
Board, made some very striking proposals for the permanent 
reorganization of the industry after the war. He pointed out that 
though a large home demand may be expected after the war, it is 
essential for the efficient use of Lancashire’s resources in equipment, 
labour and management, to have a substantial export trade. 

Mr. Streat’s plan has six points: 

1. Lancashire demands ‘international trade pacts with a front seat 
for cotton goods.’ ‘We want help from export credits, insurance, 
foreign exchange arrangements, and a taxation policy to 
facilitate plant modernization.’ 

2. Price control must stay, to prevent both flagrant profits and 
excessive losses: producers would have to sacrifice some of their 
liberties. 

3. Merchanting. The Board ‘does not want to supplant merchants; 
it wants, on the contrary, to preserve them.’ But they must 
adjust themselves to managed prices. The only hope of a 
reasonable export trade lies in differential prices. ' 

. Technical advances must be used to the full. 

. The basis for wage negotiations should be brought up to date. 

. Propaganda, sales promotion, market research, should all be 
carried out by the Board, which was already working on these 
lines. 

The Cotton Industry is the first to admit frankly the desire that 
the war-time Control should be carried over into a peace-time 
Corporation. It is of vital importance that the full implications of 
the projected development are understood. 


Do 
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Mr. Streat stressed the need for a substantial export trade after 
the war, and claimed Government assistance to achieve it. This 
claim is an admission that with'the present standard of living in 
Britain, this country can no longer compete in world textile markets 
with countries, such as Japan, where the standard of living is much 
lower. This is not surprising. The textile industry is, in general, the 
first to arise in the transition from an agricultural economy to a 
highly industrial economy, and if Lancashire were successful, with 
the aid of subsidies, in driving other producers out of world markets, 
it could only be at the expense of retarding the industrial develop- 
ment of such countries. On the other hand, the great resources of 
British capital equipment and labour could be diverted to’ the 
production of machinery for the industrialization of backward 
areas, leaving these areas to produce their own textiles or to buy 
them more cheaply elsewhere. This war will give a great oppor- 
tunity for the effecting of such a shift in the export trade. Although 
Government orders for cotton goods are on a very large scale, 
exports have fallen and the latest Limitation of Supplies Order 
reduces the quota of cotton goods for the home market to 20% of 
the standard quantities. During the next year the industry will have 
to contract considerably and there wili be a large-scale transfer 
of workers to munition production. After the war many workers 
may wish to return to the cotton industry, but there is clearly the 
possibility of a further transfer from armament production to peace- 
time production of machinery and other capital. equipment for 
export. There is, of course, still plenty of scope for a Lancashire 
export trade, particularly in the finer qualities, but there is no reason 
for an excessive trade, which can only be supported by subsidies. 

In his speech, Mr. Streat also suggested that substantial econo- 
mies could be achieved by price control and the cartellization of the 
industry, particularly for selling. No doubt some economies can be 
effected in this way, especially if any particular output were pro- 
duced by the most efficient plants, running at optimum level, 
while obsolete plants (leaving a margin for expansion) were closed 
down. 

The real question is, however, whether an industrial corporation, 
representative of existing interests in the cotton trade, can carry out 
drastic reorganization of this kind, and at the same time refrain 
from using its monopoly power to exploit the home consumer. 
If we look at historical examples, the answer is not reassuring. The 
iron and steel industry, the coal industry, the milk producers have 
all, in recent years, received monopoly powers from the Govern- 
ment, with the proviso that they should put their house in order, 
but to quote a reference to the iron and steel industry by Mr. 
Geoffrey Crowther, ‘. . . the returi that the community has re- 
ceived for this assistance could hardly be detected with a micro- 
scope.’ In every case prices have risen, not fallen; and the allocation 
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of output quotas for coal and steel is not designed to get the best out 
of the most efficient firms. 

__ Ifit was considered desirable to use differential prices for export, 
it would be sufficient to establish a public exporting company 
(British Overseas Cottons might, for example, be transformed into 
a public corporation for this purpose) which would buy from manu- 
facturers at a flat rate for any particular good and quote different 
prices in the various markets. At the same time the Government 
should discourage monopoly in any other section of the industry. 
In this way the danger that exports would be subsidized by high 
prices for the home consumer would be averted. 

Before this new plan for cotton is considered, therefore, it must 
first be shown that a large export market is a national economic 
necessity. Secondly, it is by no means certain that cartellization 
would achieve the substantial economies claimed for it, but if 
cartellization were adopted, then the cartel should be subjected to. 
the public control which has been entirely lacking in earlier at- 
terapts at industrial reorganization on similar lines. 

G. D. N. Worswick. 


2. THE SPREADOVER IN WEAVING 


The reported (Financial Times, February 13th) decision of the 
Cotton Controller to reduce the output in different sections of the 
Cotton Textiles Production by between 30 and 40 per cent (Govern- 
ment contracts will not be curtailed and exports will be kept at the 
level decided upon by the new principles of export policy) was. 
considered by two joint conferences of representatives of employers. 
and employees of the manufacturing and spinning sections of the 
industry. It is gathered that at any rate the manufacturing section 
of the cotton trade has decided in favour of a spreadover system so. 
as to avoid ‘penalizing some manufacturers too terribly.’ It seems. 
probable that the spinning section will be of the sarne opinion. 

These decisions, to be submitted to the Cotton Controller, give 
some point to the note on the reported post-war reconstruction 
programme.! They are the more important as the problem of freeing 
manpower by cutting the output of other non-essential industries. 
has also become acute. The present problem is to free as much 
manpower (and possibly certain tools and buildings) as possible 
for the given cut necessitated both by this need for additional 
manpower and by the need for economizing shipping space. It 
would also be essential that the manpower should be freed in 
localities where the transfer would cause the least transport, housing 
and other social difficulty. The present organization of industry 
seems to be ill-fitted to accomplish this task. If the readjustment is 
permitted to take place by the gradual bankruptcy of firms two. 

1 Cf. above p. 54 by G. D. N. Worswick. 
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disadvantages result. First all firms will fight to survive. Hence the 
freeing of productive factors will be slow, as the staffs (salaried 
clerks, maintenance workers etc.) represented by the overhead costs 
will not be freed until bankruptcy terminates the life of the firm, and 
if inefficient mills are kept in operation it will be very much less 
than it could be. Incidentally the resulting increase in unit cost will 
further intensify the inflationary spiral. Secondly the eventual 
shutting of mills will not take place according to technical needs 
(efficiency of plants which survive, location according to ease of 
transfer of manpower) but mainly on the basis of financial con- 
siderations. Moreover, as the Minister of Labour will not and 
cannot agree to a rota system! for workers, in order to keep as many 
mills open as possible the spreadover would presumably necessitate 
the full-time employment of workers remaining in the industry by 
several mills in turn. This will seriously aggravate working con- 
ditions in the industry. The spreadover system would, furthermore, 
heavily increase transport both of workers and materials. 

The present dilemma—just as the problems raised by the com- 
pensation for war-damage, the coal-mining problem—is one more 
proof that the smallest war-economic unit is a whole industry and 
not the single firm. The whole problem of compensation needs 
thorough and early reconsideration, not merely for reasons of social 
justice, but because an efficient organization of war supplies is not 
possible if the problem of this organization remains closely linked 
with the necessity of maintaining individual firms. 

1. BALOGH. 


DIARY 
FINANCE 

The position in the Budget deficit financing in the last months is 
shown by the Table below. We give an average of December and 
January figures instead of dealing with each of these months separ- 
ately because it is impossible for technical reasons to allocate the 
increase in Treasury bills between tender and tap issues in Decem- 
ber. In this way we also eliminate the complication of the large 
temporary advance taken by the Government from the Bank of 
England in December and repaid in January, as well as the seasonal 
rise in Clearing Banks’ Deposits and Cash Basis in December and 
subsequent fall of these items in January. 

Budget deficit financing shows in the period December-January 
much the same features as in the preceding months. A. great part 
of private short-term lending to the Government is done outside 
the Banks: new Government borrowing by means of Tender Bills 
and Treasury Deposit Receipts was £54 millions while Bills and 
Call Money + Treasury Deposit Receipts in the Clearing Banks’ 


1 In the last war the operatives were ‘ played off’ in rotation and compen- 
sated from a central fund. In effect there was short-time working. 
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assets increased only by £12 millions. On the other hand the 
a Sat gas @ : 

increase in Clearing Banks’ Investments continued to be a substan- 

tial proportion of the sales of 2§°,, National War Bonds and eS 

Saving Bonds. 


GovERNMENT Borrowinc (--) oR Dec 
ember— 
REPAYMENT (—) £Mn.! October November Jan. Av. 
fap Bills + Ways and Means Advances .... -}- 55 + 89 + 61 
Tender Bills ... o. a i uacriatees “Sckreyst oO 
Treasury Deposit Receipts ... —- aot ye OO + 60 + 54 
Floating Debt os +e kb 150 +1 
2$% National War Bonds ... 23 nae te 67 + - “4 2 
Repeal Savings Certificates + 3°, De- 
ence Bonds _... ass ae Min ee ees 
Other Items ... oe : + z - 4 iH in 
- Total Borrowing or Repayment + 247 + 261 +- 222 
CHANGES IN CLEARING BANKS 
LraBinities AND Assets £MnN. 
Deposits net of Balances with other Banks, 
etc. eS an oe vias ae rye 4.50 aes a 
Cash Basis... = eo sig = 
Bills and Call Money is — 35 — ie = i 
Treasury Deposit Receipts ... + 88 + 57 =e 2 
Investments a aay + 26 + 20 + 29 
Advances — 3 — 10 =F 


THE CHANCELLOR OF THE EXCHEQUER ON INFLATION 

While speaking on the motion for the two Votes of Credit the 
Chancellor of the Exchequer stated that although the danger of 
inflation is not as great as might appear from the ‘superficial study 
of the figures’ of Government finance because ‘we have been able 
very largely to draw on outside resources to meet our heavy overseas 
expenditure, whether in the Empire or in foreign countries’ he does 
not wish ‘to minimise the danger that prices may rise excessively or 
there are other elements in the problem and other sources of danger 
that need to be carefully watched.’ 

If by ‘other elements’ was meant the running down of stocks this 
statement tends to confirm the analysis of the financial situation 
given in the BULLETIN.” 


ForeIGN EXCHANGE 

The Treasury Vesting Order calling on holders of India Govern- 
ment Sterling ‘dated’ Loans to sell them at current market prices 
(with allowance for postponement of payment until March 24th) 
is an interesting extension of the application of the Defence Regula- 

1 The official figures are published at 4 and 5 weeks’ intervals; the figures 
given in the table are reduced roughly to the monthly basis. 

2 Vol. 2 No. 9, ‘The Third Quarter.’ 
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tions’ phrase ‘marketable outside the United Kingdom.’ This had 
generally been supposed to mean simply ‘marketable in New York, 

and of course only dollar securities have as yet been affected by the 
Vesting Orders. But the use to which the India dated Sterling 
securities are now to be put is exactly analogous to the use made of 
the dollar securities being marketed in New York—namely, for the 
reduction of increasing Sterling balances developing out of an 
increased balance of trade unfavourable to Great Britain. Heavy 
British war purchases have much increased the favourable Indian 
Balance of Trade and most of the £90 millions of the Sterling loans 
outstanding at December 31st, 1939 will be repatriated. Holders 
will as usual be offered the choice of cash payment or war loans, 
and the demand for gilt-edged will thereby be strengthened. 


MosiLizING MANPOWER 

The Amalgamated Engineering Union in its monthly Journal 
voices strong criticism of the new scheme of industrial mobilization 
initiated by Mr. Bevin. It thinks that no case can be made out at 
present for the wholesale use of compulsion. The difficulties in the 
way of a further expansion of arms production do not lie in the 
‘reluctance or recalcitrance to work of the workers generally.’ In 
their opinion it is difficult to find jobs for the people willing to 


render service, since :— 


(a) full use is not made of labour already recruited and in training; 
orders and material supplies are not continuous; 

(b) the responsibility lies with the Supply Departments which 
failed to organize the placing of contracts, the allocation of 
materials, the provision of machine-tools. They failed to 
plan for intensive production fully and continuously utilizing 
available plant, the rapid clearance of output and an equit- 
able distribution of ‘national work’ between firms and 
regions. 


The union is ‘frankly perturbed by the recent developments of 
Government policy.’ It ‘fears the spread of infection of -coercive 
methods.’ It ‘distrusts the motives of those who advocate them.’ 

There is much cogency in these arguments. The uneconomic 
location of new munitions plant, the failure to realize that the unit 
of any efficient war-economic system is not a firm but a whole 
industry and that the organization of the technical side of war 
supplies must by suitable methods of compensation be made 
independent from the consideration of the fate of individual firms 
(without involving their annihilation), are mainly responsible for 
the need of using compulsion on labour. 

On the other hand the voluntary mass transfer of labour is likely 
to be very difficult as long as relative wages—both geographically 
and by industry—reflect peace-time conditions. Their readjust- 
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ment is hardly possible exclusively on the basis of sectional bar- 
gaining. Other problems which must be taken in conjunction with 
wages are general rationing, payments’ to trainees, which at present 
are based on a subsistence principle rather than that of wages for 
“a job,” billeting and the cost of transferring workers. 


Tue New Cocoa Lrevy 
The Ministry of Food announced that on 1st March, the selling 
price of British West African Cocoa would be raised from 355. 
to 45s.. per cwt. compared with a pre-war price of below 53. 
A levy of tos. per cwt. for ordinary and 15s. for fine grades has 
been imposed on cocoa imports from other countries. The pro- 
ceeds will be retained by the Ministry of Food. This announce- 
ment was made just at the end of the main West African Cocoa 
harvest, and it can fairly be assumed that the surplus of cocoa 
production is of such a magnitude as to render the British 
obligation to buy the complete West African cocoa crop 1940-41 
an expensive undertaking. The money collected by the Ministry 
of Food will most probably be used for paying for the surplus which 
will be destroyed or deteriorate through prolonged storage. We may 
concludé from the margin between the official price and the price 
the growers receive—2os. c.i.f. England—that consumers will pay 
more for the destruction than for the use of cocoa. It is true that the 
cocoa market has been severely upset by the war. Out of total world 
exports, yearly average 1934-8, of 670,000 tons, Gold Coast and 
Nigeria exported 350,000 tons, British and French Cameroons 
28,000 tons, and the Latin American States 176,000 tons, the share 
of Brazil amounting to 113,000 tons. Countries now under Axis 
domination accounted for an annual consumption of 220,000 tons. 
Not only are exports to Great Britain now suffering from the lack 
of shipping space, but in addition the yearly consumption of about 
g0,000 tons needs sufficient supplies of sugar and cocoa butter’ 
for chocolate confectionery and the market for re-exports has shrunk.? 
Unfortunately the Gold Coast, when hit by the effects of war, had 
not yet recovered from the severe crisis in 1938. At that time the 
cocoa growing farmers, in their fight against the buying pool of the 
big exporting firms, one of which usually bought about half of the 
total crop, had withheld the cocoa harvest for five months. But 
during and in spite of the campaign prices dropped by another 30%, 
and 40,000 tons became useless by storage, so that the farmers 
suffered a considerable financial loss. Quantities of cocoa beans 
- were burned by farmers, who celebrated this ceremony with sacred 
rituals. 
1In 1938 we imported 9,500 tons from the Netherlands. | 
2 In 1939 we exported 14,000 tons of cocoa preparations without sugar to the 


Netherlands. Raw cocoa was re-exported mainly to the Soviet Union and 
countries under Axis domination (1938: 3500 tons). 
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A British Cocoa Commission was set up which, after a thorough 
investigation, recommended farmer associations for joint marketing, 
and that a capital of £300,000 should be raised by a Government 
grant or a Government loan at reduced interest rates for this pur- 

ose. 

Se The question arises whether, at present, there are any alternative 
solutions to the cocoa levy. First of all, a propaganda campaign in 
Allied countries and in the U.S.A. for cocoa as a beverage could 
increase consumption considerably. Cocoa has a high nutritional 
value, containing 18%, protein, 38% carbohydrates, 26-5%, fats, 
iron and phosphorus, calcium, and vitamin B. One pound yields 
2,200 calories. Since one pound of cocoa powder accounts for the 
same quantity of raw cocoa beans as five pounds of chocolate and 
chocolate confectionery, comparatively large quantities could be 
absorbed by an increasing habit of cocoa drinking. (In this country 
the share of the production of cocoa powder and drinking chocolate 
in total chocolate production declined between 1924 and 1935 from 
14°% to 7%.) Since normal exports will not absorb the surplus, the 
Government subsidy could be used to stimulate exports at reduced 
prices to Empire and perhaps Allied or friendly neutral countries, 
for distribution on welfare principles.? 

Parallel with increased consumption of cocoa the production of 
by-products of cocoa powder could be encouraged. Cocoa butter 
is also a good basis for cosmetics and pharmaceutical preparations. 
The cocoa shell can be used for preparing a cheap cocoa flavoured 
drink, and also as food for livestock or as manure. Theobromine 
extracted from cocoa powder or from the shell is used as a medicine 
and tonic. 

Since cocoa is virtually the only commercial crop on the Gold 
Coast, the West African Cocoa Control Board, established in 
November 1940, might possibly, with the help of loans, find ways 
for a more productive use of Empire resources than the destruction 
of crops paid for by the increase in price of a cheap and nutritious 
food. Should it be unavoidable that some of the crop must be 
destroyed, the necessary finance should be by the Exchequer’s 
subsidy rather than by a levy on the consumer. 


_1 Exemption from import duties and restrictions could, in view of special 
circumstances, possibly be achieved. 


